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Controlling the National Debt 


Introduction 


On September 4, 1984, the new Canadian 
government was given a mandate to secure 
economic renewal for Canadians. 


Economic renewal means restoring this 
country’s capacity to create growth, jobs 
and opportunities for Canadians. 


To begin this process, the first budget of the 
new government proposes fair and realistic 
actions to achieve three major objectives: 


¢ encourage private initiative; 
e manage government more effectively; 
e control the national debt. 


This booklet highlights the budget’s proposals 
to control the national debt. It is one of a 
series of booklets summarizing the major 
objectives of the budget, and the govern- 
ment’s proposals to achieve them. 


Putting our Financial Affairs in Order 


Our national debt is $200 billion and growing. 
Each year’s deficit adds to that debt. Control- 
ling and reversing the growth of annual defi- 
cits must be a central element in any realistic 
strategy for growth and jobs. Otherwise, more 


and more government revenues will be needed 
to pay interest on the debt and less and less 
will be available to provide essential services 
and to create jobs. 


Over the past three years the national debt 
has grown 75 per cent. In that same period 
our economy has only grown 25 per cent. We 
have reached the point where the federal gov- 
ernment is forced to borrow over $20 billion a 
year just to meet the interest payments on 
past debt. 


Put another way, whereas it took one in eight 
tax dollars to cover the interest on our debt 10 
years ago, it takes more than one in three tax 
dollars to pay interest on today’s debt. Interest 
costs on the debt now equal almost 80 per cent of 
personal income tax collected by the government. 


The debt has grown so big that the level of the 
deficit is highly dependent on interest rates. A 
one percentage point change in interest rates has a 
$1 billion impact on the deficit. 


The consequences of further inaction are 
clear. Economic growth alone will not end this 
debt spiral. If we fail to control our deficits 
and stop the debt’s momentum, less and less 
money will be available to finance desirable 
government programs. We will have tied the 
hands of future generations. 


Over the past few months we have sought 
your views on this question. You have told us 
that you agree that the debt problem must be 
tackled urgently. Some have suggested we 
must be radical in our efforts to control 
annual deficits. But many of you have told us 
you want a careful approach that will solve 


the problem over time without threatening 
economic recovery or impacting too severely 
on any One region or group. 


In response to the concerns expressed to us in 
our consultations with Canadians, we have 
decided to take immediate action to reduce 
the deficit now, and to put in place measures 
that will grow over time to ensure an increas- 
ing and significant reduction of the deficit in 
the years ahead. 


The measures in the budget have been care- 
fully balanced so that costs and benefits will 
be fairly shared. In acting to reduce the defi- 
cit, the government’s first priority was better, 
more efficient management; then, a rationali- 
zation of assets and programs and, as a last 
resort, tax increases. Over all, the government 
has acted to ensure that an appropriate 
balance between expenditure and revenue 
measures is maintained. 


Managing Government More Effectively 


The government recognizes it cannot ask 
Canadians to share the burden of deficit 
reduction if it has not first put its own house 
in order. 


We cut government spending by over $4 bil- 
lion in November. Since then, the government 
has been working hard to find ways to further 
reduce government spending by cutting gov- 
ernment overhead, eliminating unproductive 
programs and managing government assets 


more efficiently. These measures, described in 
the booklet Managing Government More 
Effectively, will result in additional savings 
amounting to about $4 billion a year by the 
end of the decade. 


By the end of the decade 80 per cent of our 
actions to reduce the deficit will result from 
our efforts to cut government expenditures. 
The other 20 per cent of the reduction in the 
deficit will be attributable to measures on the 
revenue side, measures which are designed to 
improve the climate for entrepreneurship and 
investment while at the same time making a 
significant contribution to deficit reduction. 


Modifying the Indexation Factor 


For 10 years, the Government of Canada has 
indexed a variety of both spending programs 
and the tax system to increases in the con- 
sumer price index (CPI). The result has been 
an ever-widening gap between revenues and 
expenditures, guaranteeing annual deficits. To 
close this growing gap, the government has 
decided to index both the tax system and vari- 
ous spending programs to the amount of CPI 
increases that exceed 3 per cent. This decision 
retains the principle of indexation and ensures 
protection for Canadians should annual price 
increases ever return to the levels of the late 
1970s and early 1980s. 


To spread the burden fairly, adjustments will 
also be made in transfers to provinces in 
coming years. 


Deficit Reduction Taxes 


In spite of our efforts to reduce expenditures 
as fairly and realistically as possible, control- 
ling the deficit now and reducing it in coming 
years will require further action. Unfortu- 
nately, tax increases are necessary. The gov- 
ernment has been careful to ensure that tax 
increases will be imposed in a fair manner. All 
Canadians are being asked to bear a part of 
the burden; but those who can afford it will be 
asked to carry a greater share, while those 
Canadians with fewer resources will be 
adequately protected. 


The measures announced in the 
budget include: 


a temporary deficit reduction surtax on 
higher-income individuals and large 
corporations; 


a special tax on the capital of large 
financial institutions; 


elimination of the federal tax reduction 
starting in 1986; 


a minimum tax to be imposed in 1986 on 
those upper-income Canadians who cur- 

rently pay little or no tax, after discussion 
of various options proposed in the budget: 


elimination of various tax shelters, 
including income-splitting, tax shelters 
for hotels, yachts and recreational 
vehicles; 


* an increased number of products subject 
to the manufacturers’ sales tax; 


¢ a |-per-cent sales tax increase commenc- 
ing in 1986; 


¢ an increase in the excise tax on cigarettes 
of 25 cents per large pack; and 


¢ atwo-cent per litre increase in the excise 
tax on gasoline and other transpor- 
tation fuels. 


Taking Stock 


The government has adopted a multi-year 
strategy to regain control of our financial 
situation. Expenditure reductions and tax 
increases announced since November will 
result in a $4.4 billion reduction in the federal 
deficit, to a level of $33.8 billion this year. 
Next year, expenditure reduction and tax 
increases will cut $8.3 billion from our grow- 
ing deficit, leaving it at $32.7 billion. 


Expenditure reductions over the decade of the 
1980s which have been set in motion by the 
decisions taken in the May budget and in 
November total about $16 billion. By the end of 
the decade, the measures introduced in the budget 
together with the actions taken last November will 
directly reduce the deficit by about $20 billion and 
cut about $75 billion from the projected increase 
in the public debt. 


Conclusion 


Over the past eight months, the new Govern- 
ment of Canada has battled to regain control 
of our financial affairs. Difficult decisions 
have been taken in the knowledge that a fail- 
ure to act would be an abdication of responsi- 
bility and a prescription for disaster. Care has 
been taken to ensure that: 


e the government leads by example; 


© the measures do not threaten 
economic recovery; 


e regions are treated fairly; 


e tax increases are based on the ability 
to pay; and 


e people are treated fairly and the burden is 
shared fairly. 


The budget of May 23, 1985 is evidence that 
the new government has listened, and now is act- 
ing to secure a better future for all Canadians. 


Digitized by the Internet Archive 
in 2022 with funding from 
University of Toronto 


https://archive.org/details/31761115552226 
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